Vincent J. Mesolella
Chairman

The Narragansett Bay Commission

One Service Road

Providence, Rhode Island 02805

J01 - 461 - 8543 Raymond J. Marshall, PE.
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http://warw . narrabay.com

February 8, 2007

Luly Massaro, Clerk

Rhode Island Public Utilities Commission
89 Jefferson Boulevard

Warwick, Rhode Island 02888

Subject: PUC Data Request Sct I-23 — Docket No. 3797

Dear Ms. Massaro:

Attached please find an original and nine (9) copies of the response to the above data
request sent by the Public Utilities Commission on February 7, 2007.

Sincerely,

:‘g - .‘BJL -

Francie Brown
Senior Financial Analyst
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EXHIBIT MG-2

Narragansett Bay Commission

Operation and Maintenance Reserve Policy

Purpose
This policy sets forth NBC’s policy for funding an Operations and Maintenance Reserve

in accordance with the Trust Indenture. The NBC has a significant amount of
outstanding debt that was issued in order to finance its Capital Improvement Program
(CIP). In addition, it is anticipated that further issuance of open market revenue bonds
and borrowings from the Rhode Island Clean Water Finance Agency will be required to
finance current and future capital improvements. NBC recognizes the importance of the
adoption and implementation of sound financial management practices and policies to
ensure the successful implementation of its CIP, obtain the highest possible credit ratings
and ensure that ratepayer impact is minimized.

NBC must demonstrate that it has the financial mechanisms in place to properly operate
and maintain its facilities as well as meet its debt service obligations. Funding of an
Operation and Maintenance Reserve Fund will ensure that NBC is able to pay for
unexpected costs associated with the operations of its facilities. In addition, the reserve
funds may also be used for debt service payments should there be insufficient funds in
the Debt Service Fund.

Policy
NBC shall fund its Operation and Maintenance Reserve Fund at 25% of annual operation

and maintenance cost, It is the intention of NBC to achieve the 25% level over
approximately 7 to 10 years beginning in FY 2008 subject to approval of the Rhode
Island Public Utilities Commission. The Operation and Maintenance Reserve Fund shall

be funded through the restricted carry-forward.

Appropriate Funding Level

* The Operation and Maintenance Reserve Fund shall be funded at a level not to exceed
a sum equal to 25% of the annual operating cost at the end of fiscal year 2017.

Policy Considerations
This policy may be amended from time to time if so approved by the NBC’s Board of

Commissioners.
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